Executive Summary

B
oth ordinary Americans and government policymakers are concerned about retirement security. Households worry whether they have saved enough to provide a secure retirement, and legislators have a proposed a number of policies-including expanding Social Security and setting up retirement plans run by state governments-to increase retirement incomes.
But many of these proposals to change retirement policy are based on data that give an incomplete picture of current retirement saving trends, coupled with an outdated and often romantic view of how Americans saved for retirement in the past. For instance, many of the data showing that Americans do not participate in retirement plans are based on self-reported survey results that are often erroneous. More accurate data from administrative records show that more Americans are saving for retirement today than during the "golden age" of traditional defined benefit pensions. Likewise, survey data purports to show that Americans collect little retirement income from plans such as 401(k)s and Individual Retirement Accounts. But again, tax data show that income generated by these plans is significant and has been rising over time. Likewise, administrative data show that contributions to retirement plans have increased over time and are substantially larger today than during the peak of defined benefit pensions.
Policies to increase retirement incomes have the potential to help, but they also come at a cost to the already-underfunded Social Security program and threaten to disrupt an evolution in retirement savings that is increasing the number of Americans who are saving for retirement and the amounts that they have saved. Policymakers should not dramatically change US retirement policy, such as by expanding Social Security or significantly altering tax preferences for private retirement plans, without first carefully considering the data used to justify such changes.
What's Happening with Retirement Saving and Retirement Incomes?
BETTER DATA TELL A BETTER STORY T here is an ongoing narrative that America's mixed retirement-saving system of Social Security, employer-sponsored retirement plans, and personal savings has failed. The narrative claims that Social Security is too stingy with its benefits and that 401(k)s and Individual Retirement Accounts (IRAs) have been unsuccessful in enhancing Americans' retirement income security. A familiar set of factoids is trotted out to support these conclusions: Americans are not saving enough for retirement. Only half of Americans are offered a retirement plan. Many of those offered a retirement plan fail to participate. Retirement income from IRAs and 401(k)s is only a pittance.
At the same time, an ongoing academic and policy research literature has pointed out the shortcomings in many of the data and statistics used to illustrate the seemingly dire state of retirement preparedness in the US. Retirement saving is rising, not falling. Retirement-plan participation is understated, and most households that should be saving for retirement are saving. Most of the income from IRAs and 401(k)s is ignored in prominent statistics, and accurate statistics show retirement-plan income is large and growing.
Part of the pessimism regarding Americans' current retirement prospects is based on inaccurate views of retirement savings in the past. Many commentators appear to believe in a golden age of traditional defined benefit (DB) pensions, which in fact never existed. Relatively few Americans participated in such plans, and due to stringent vesting requirements, even fewer received substantial benefits from one. When data are compared, the current system of IRAs and 401(k)-type plans compares favorably to traditional plans that predominated in past decades.
But most of these facts are little known to news media and ordinary Americans, making for a policy debate over retirement security that ignores much of the best data and research available. Herein I highlight some of those lesser-known sources of information on Americans' retirement savings and income. Better information does not erase the challenges we face in improving our diverse retirement-saving system, but these data do show that Americans are doing a much better job of saving for retirement than is commonly supposed. Improvements continue to be needed, but it is a falsehood that the US retirement-saving system has come even remotely close to failing.
More People Have Retirement Plans Than You Think
I opened my local paper recently to an op-ed titled "Retirement insecurity shows decline of the middle class," citing a recent Pew Charitable Trusts study finding that "more than 40 percent of full-time workers have neither a pension nor a 401(k)." 1 The Pew study relied on the Census Bureau's Current Population Survey (CPS), which surveys households regarding whether they were offered a retirement plan at work and whether they participate in such a plan. Pew does a great deal of good work, both on retirement security and other issues, and this study provides some very helpful details. But the statistic cited above offers little useful information on how well Americans are preparing for retirement.
First, the CPS figures probably understate the actual number of Americans with access to retirement plans. And second, such figures should focus on the share of Americans who should be saving for retirement rather than who actually is saving for retirement. That is a different statistic than the 40 percent figure that is cited. The reality is that most households that should be saving for retirement have access to a retirement plan, and of that group, most are saving.
To start, the CPS very likely underestimates the number of Americans with retirement plans. The CPS is not based on employer records of retirement-plan participation. Rather, it asks individuals if they are offered a retirement plan at work. Simple enough.
The problem is that many people respond incorrectly, which is not surprising. One reason the United States is implementing automated polices for retirement saving-such as automatic enrollment to sign workers up for plans and target-date funds that automatically shift employees' savings from stocks to bonds as they age-is because many Americans do not pay very close attention to the retirement plan their employer offers.
Moreover, employees who are surveyed tend to underestimate retirement-plan availability and participation. Researchers at the Social Security Administration (SSA) matched employer tax records to employees' own responses regarding retirement-plan coverage. 2 Some individuals reported participating in a defined contribution retirement plan even if they were not signed up. But an even larger number said they were not signed up for a plan when they were.
The SSA researchers, Irina Dushi and Howard Iams, found that, on net, "the participation rate in DC plans is about 11 percentage points higher when using W-2 tax records rather than survey reports." 3 For instance, 50 percent of full-time workers in 2006 reported being offered a retirement plan at work. Examination of W-2 forms submitted by the employers revealed that in fact 66 percent were offered a 401(k) or other retirement plan. Likewise, while only 34 percent reported participating in a retirement plan, tax records showed that 46 percent were actually taking part.
In subsequent research focusing on both full-and part-time private-sector employees, SSA analysts found that 75 percent of all private-sector workers were offered a retirement plan in 2012, and 61 percent participated. Among employers with 100 or more workers, 87 percent of employees were offered a retirement plan, and 71 percent participated. 4 That is a big difference in how many Americans are saving for retirement that goes almost unreported.
Similarly, the CPS reports that 41.9 percent of individuals with wage earnings in 2010 participated in an employer-sponsored retirement plan. IRS data drawn from W-2 data find that 48.1 percent of individuals with wage earnings in 2010 were actively participating in an employer's retirement plan, nearly 15 percent higher than the CPS data. 5 These discussions can easily turn into a he said, she said over whose data source is better. Several examples should illustrate the problems with self-reported data on pension coverage. For instance, we know-via the Bureau of Labor Statistics' National Compensation Survey, which collects data directly from employersthat 99 percent of full-time state and local government employees in 2014 had access to a retirement plan. 6 But if we look at CPS responses for 2014 from full-time state or local government employees, only 84 percent report being offered a retirement plan.
Likewise, we know that all federal government employees-including part-time workers-are offered both a traditional defined benefit and a defined contribution retirement plan and are automatically signed up for those plans. Yet in the CPS, only 73 percent of self-reported federal employees report participating in an employer retirement plan. Federal, state, and local government employees make up 17 percent of the workforce. Given that government employees Most households that should be saving for retirement have access to a retirement plan, and of that group, most are saving.
have above-average levels of education, self-reported retirement-plan coverage for other workers may be even less accurate.
This does not mean that participation in retirement plans does not remain a challenge. Many employees of small businesses are not even offered a 401(k), due to the costs to the business of managing the plan, legal liabilities the plan may present to the employer, and employers' perceptions that saving for retirement is not a top priority for their employees. Policies must be enacted to spread the availability of retirement plans to as many workers as possible. Similarly, there is evidence that retirement-plan participation took a hit in the wake of the Great Recession, as some employers failed to offer a plan, some employees decided they could not afford to participate, or individuals dropped out of the workforce and thus could not save for retirement. 7 While this is likely a cyclical event taking place in the context of longer-term increases in retirement-plan availability, that knowledge does not help those workers who currently wish to save for retirement but cannot do so through an employer-sponsored plan.
Most Americans Who Should Be Saving for Retirement Are Saving for Retirement
The understatement of retirement-plan coverage in survey data is not the only issue. Most statistics regarding how many Americans are participating in a retirement plan do not differentiate between who should and should not be saving for retirement.
Saving for retirement is not a moral act to show you are willing to defer gratification. It is a means of smoothing consumption from one period of your life to another. But it need not be employed by every person at every point in time. The correct answer to the question "How many Americans should be saving for retirement?" is not 100 percent.
For instance, young employees have low incomes and other more pressing financial needs, such as paying off student loans or saving for a down payment on a home. Most millennials say that "just getting by" and "paying off debt" are higher financial priorities than saving for retirement. 8 And they are right. Nothing in economic theory says a typical person below age 30 or so should be saving for retirement. Young employees already have low incomes relative to what they can expect in middle age, so it makes sense to wait until middle age to really start putting money away for retirement. And that is what they do.
Likewise, many low-income Americans also should not be saving for retirement. A person earning a poverty-level income does not likely have any money available to save. Moreover, when he retires, his cost of living drops, and due to Social Security's progressive benefit formula, he will receive a Social Security benefit that replaces most of his living costs before retirement. It is not clear why a poor person should make themselves poorer before retirement to have a higher income when they retire.
Finally, many individuals who are not offered a retirement plan at work nevertheless are members of households that do have access to a retirement plan and are saving for retirement. The $18,000 annual tax-deferred contribution limit to 401(k)s is sufficiently large that many two-earner households could save adequately for retirement even if only one spouse has access to a retirement plan. For instance, if two spouses each earn $50,000, the household could collectively save 18 percent of its annual earnings in a 401(k) accessed by only one spouse.
Saving for retirement is not a moral act to show you are willing to defer gratification. It is a means of smoothing consumption from one period of your life to another.
In looking at these questions, we again run into data issues. The best data are drawn from employer records, not surveys of employees, but most of these data are not available to nongovernmental researchers. There is a dated but still noteworthy paper by Treasury economists David Joulfaian and David P. Richardson that uses IRS tax-return data to better answer these questions. 9 From tax returns filed in 1996, the authors analyze whether households actively participated in an employer-sponsored retirement plan, such as a 401(k) or DB pension, or an individual retirement savings account, such as an IRA.
The authors analyzed "the wage-earning population that could realistically be expected to set aside some amount of the labor compensation for retirement saving," which they defined as households age 21 to 70 with earnings above the poverty threshold. 10 Of these households, 79 percent were actively participating in a retirement plan, meaning that either they contributed to a plan or their employer contributed on their behalf. If the criteria to identify households that should be saving were tightened-for instance, by increasing the bottom age threshold from 21 to the early 30s and lowering the top threshold to the early 60s to eliminate retirees who work part time or by increasing the earnings threshold above the poverty line-households participating in retirement savings would increase further.
As I said, these data are old, and unfortunately the IRS Statistics of Income division was unable to provide a cross-tabulation of current data to re-create Joulfaian and Richardson's results. However, this topic is ripe for reexamination. For instance, Irena Dushi and Howard Iams of the SSA found that 80 percent of married couples age 25 to 60 were actively participating in an employer-sponsored retirement plan in 2009. 11 Married couples are both older and have higher incomes than single individuals and thus might be used as a proxy for households who, based on age and income, should be saving for retirement.
While these findings present a more positive picture of retirement saving, government agencies with ready access to administrative data should pay greater attention to which households should be saving at a given time, which have access to an employer-sponsored retirement plan, and which are choosing to participate.
Despite both the public's and policymaker's concern over the adequacy of retirement saving, we still know less about Americans' saving habits than is needed to make good policy decisions.
Those Darn Kids . . . Might Be Better Savers Than We Are
It seemingly is the duty of every older generation to look sadly on the failings of younger generations. And so some fear that millennials, born between 1979 and 1996 and currently age 20 to 37, will be left behind when it comes to retirement saving. "Millennials challenged by funding modern retirement," says CNBC. 12 "Will Millennials ever be able to retire?," asks CNN. 13 "Just 43 percent of Millennials without an employer-sponsored retirement plan say they're saving money consistently," laments MarketWatch. 14 "Student Debt Keeps Millennials' Retirement Savings Grounded," reads one headline in Financial Advisor Magazine. 15 And yet, there is a great deal of good news regarding younger workers. For instance, a Transamerica Financial Services survey found that while millennials are not participating in employer-sponsored retirement plans at the same rate as baby boomers and generation Xerswhich is to be expected, given their age and income differences-retirement-plan participation by millennials has risen significantly. 16 From 2011 to 2015, millennials' participation rate in retirement plans increased from 67 to 74 percent. Note that these figures are for employers with 10 or more employees, for which both retirement-plan availability and participation would likely be higher than for very small employers. Nevertheless, both the levels of participation among millennials and the rates of increase are impressive.
Moreover, millennials' median contributions to the retirement plans match those of baby boomers and exceed those of generation Xers. Millennials and boomers on average contributed 8 percent of their earnings to retirement plans in 2015, versus 7 percent for generation Xers. Perhaps most importantly, millennials appear to be starting to save for retirement at younger ages than older generations did. In 2015, millennials reported that they first began saving for retirement at age 23, versus age 28 for generation X and age 34 for baby boomers. ANDREW G. BIGGS Moreover, if we look to the Survey of Consumer Finances (SCF), millennials seem to have saved more for retirement than had generation Xers at the same age. Households under age 35 in 2013-roughly the millennial generation-had retirement savings equal to 26 percent of their annual household earnings. By contrast, households 35 and under in 2001-the generation Xers-had retirement savings equal to just 22 percent of household earnings. 17 What looks like a mere 4 percentage point difference in wealth relative to annual earnings is actually an 18 percent increase in relative retirement savings from generation X to the millennial generation.
While millennials face retirement-saving challenges, they may also benefit from innovations in retirement-plan design. Baby boomers began saving for retirement between the demise of traditional DB pensions and the period when 401(k) plans became truly widespread, a gap that likely reduced retirement saving for some households. Likewise, while 401(k)s were the dominant form of retirement saving by the time generation Xers entered the workforce, plan design had yet to incorporate innovations such as automatic enrollment, and 401(k) administrative costs were significantly higher than they are today. Millennials, by contrast, are entering the workforce as design enhancements for 401(k)s and other defined contribution plans are being implemented, meaning that they will have superior retirement plans available to save throughout their careers.
But Are We Saving Enough?
Participation in retirement plans is widespread and, with policy innovations such as automatic enrollment, should become more so. But taking part in a 401(k) or other retirement plan is not enough. Households also have to contribute at sufficient levels to maintain their standard of living once they retire. Are they doing so? That is an extremely difficult question to answer, involving both a great deal of data modeling of how retirement savings will evolve in future years and conceptual questions regarding how much retirement income is sufficient to allow a retired household to maintain its preretirement standard of living.
But we can ask a simpler question: are Americans today saving more for retirement than they did in the past? And that is a very useful question, since there is no credible evidence that today's retirees have broadly inadequate incomes. In 2015, 79 percent of retirees told Gallup that they have sufficient money to live comfortably, which is statistically identical to Gallup's first recorded figures in 2002. Meanwhile, only 63 percent of working-age Americans currently say they make enough money to live comfortably.
Retirement saving is about shifting resources from a household's work years to its retirement years. If retirees are consistently more likely to be able to support themselves comfortably than are working-age households, it is difficult to conclude that the retirement system has not worked for today's retirees. Moreover, if today's retirees are faring well and today's workers are saving more for retirement than past workers did, it is unlikely that tomorrow's retirees will face widespread income shortfalls.
There was long a perception that Americans' retirement-saving rates have fallen as traditional defined benefit pensions gave way to 401(k)s, and that perception Percentage is still strong among media that cover retirement planning. However, in a recent study, Alicia H. Munnell, Jean-Pierre Aubry, and Caroline V. Crawford of the Center for Retirement Research at Boston College analyzed how the shift from DB pensions to 401(k)-type plans affected overall retirement saving. An analysis of data from the National Income and Product Accounts "suggest[s] that people are not accumulating less as the result of the shift from defined benefit to defined contribution plans." 18 While I believe that Munnell, Aubry, and Crawford's study is reasonable, the type of analysis they conducted is sensitive to different accounting assumptions. An alternate approach is simply to look at the amount of money paid into retirement plans over time. Using data from Department of Labor (DOL) 5500 Forms that must be filed by private pension sponsors, it is possible to track total annual retirement-plan contributions since 1975. 19 The DOL data, when calculated as a percentage of private-sector wages and salaries from the National Income and Product Accounts, allow us to calculate the workforce-wide average retirement-plan contribution rate, inclusive of both employee contributions and employer matches.
These data allow us to see how employer-sponsored retirement saving has evolved from the peak of traditional pension coverage through today's 401(k)-dominated retirement world. 20 The Form 5500 data show that retirement saving has increased from about 6.0 percent of employee wages in 1975 to 8.3 percent of wages in 2013, a 38 percent increase in average annual saving. 21 As best we can tell, Americans are saving more for retirement today than ever before.
This increase in contributions to retirement plans since 1975 is doubly remarkable given the rising Social Security tax rate over that same period. Since 1975, the combined Social Security tax rate has increased from 9.9 percent of earnings up to $62,962 (in 2016 dollars) to 12.4 percent of earnings up to $117,500. Yet during the same period in which combined Social Security taxes increased by 2.5 percentage points, employers and employees increased their retirement-plan contributions by an additional 2.5 percent of earnings. Modern 401(k) plans do require employees to make investment choices and accept the risks of those choices. But it is not the case, as some state, that "employers are shifting the burden of retirement from their company to the individual." 22 While the time frame of existing data make it difficult to prove, employer contributions toward private-sector retirement plans have probably never been higher than they are today.
But Are Ordinary Americans Saving More?
One common question is whether all that additional retirement saving is simply undertaken by the rich or whether ordinary, middle-income households are also saving more. To be sure, private retirement savings are skewed toward the wealthy. A truly low-income household probably should not save at all in addition to Social Security. That household rationally would hold almost no private retirement wealth because it already holds Social Security wealth that is high relative to its earnings. A middle-income family might save a modest amount but will still receive much of its retirement income from Social Security. But a high-income household will need to save a great deal on top of Social Security to maintain its standard of living from work into retirement. Saving a larger percentage of a larger annual income and allowing those savings to compound over a working lifetime can lead to huge differences in retirement wealth between Percentage ANDREW G. BIGGS high-and low-income households, even if retirement income replacement rates-the ratios of retirement income to preretirement earnings-are similar, which research finds them to be. 23 Nevertheless, none of this implies that the big increases in retirement savings over the decades are only from high-income households. Data gathered from tax records by economists Emmanuel Saez and Gabriel Zucman of the University of California, Berkeley, show that ordinary Americans have far more saved in retirement plans today than in the past. 24 To exclude the super rich, Saez and Zucman calculate figures for tax units in the bottom 90 percent of the wealth distribution. For this study, a tax unit consists of either a single person age 20 or older or a married couple. The bottom 90 percent of tax units are lower-and middle-class workers: they have annual wage earnings up to about the 72nd percentile of the overall wage distribution, which implies average household wage earnings of about $31,000 and maximum household earnings of between $75,000 and $100,000. 25 In other words, a two-earner couple with each spouse earning a $50,000 salary would be at the top end of this group.
According to the data from Saez and Zucman, in 1950 the bottom 90 percent of US households had savings in retirement plans equal to about 15 percent of their annual incomes. Fast forward to 1975, when traditional pensions were at their peak, and the bottom 90 percent's pension wealth had risen to 28 percent of annual incomes. By 2000, at the height of the internet stock bubble, the bottom 90 percent's retirement savings had risen to 101 percent of their annual incomes. In 2013, the final year of data available, retirement-plan wealth stood at 107 percent of annual incomes, nearly four times its level at the peak of traditional pension coverage.
In addition to explicit pension wealth, households hold Social Security wealth equal to the present value of their future benefits. Total Social Security wealth, Percentage representing benefits that have been earned but not yet paid out, is currently about $30 trillion. 26 And due to Social Security's progressive benefit structure, in which low earners receive proportionately greater benefits and benefits are capped for individuals with average lifetime earnings of about $118,000, Social Security wealth is more equally held than financial assets. Among households in their early 50s, about 85 percent of total Social Security wealth is held by households in the bottom 90 percent of the wealth distribution. 27 Overall, when private retirement-plan saving and Social Security wealth are combined, total retirement assetseven for non-rich households-are at record levels.
What Is Happening to Retirement Incomes?
It is common to see statistics showing how little income American retirees receive from retirement plans and how heavily seniors rely on Social Security for their retirement incomes. Such statistics are sometimes used to justify expanding Social Security and eliminating tax preferences for private retirement plans, which are perceived to have not worked well. Says one commentator: "401(k)s and IRAs provided less than $1,000 per year on average. Even the top 20 percent of earners were only receiving $3,000 a year from their 401(k). Not much of a contribution to retirement security, in other words." 28 It is true that the lowest-income American retirees have little income outside of Social Security. That is why the program was created, because these individuals often lack the means and opportunity to save for retirement on their own. But people often take these figures to mean that private retirement plans such as IRAs and 401(k)s are not working. Even among middle-and upper-income retirees, reliance on Social Security benefits is perceived to be heavy. 120   1917  1920  1923  1926  1929  1932  1935  1938  1941  1944  1947  1950  1953  1956  1959  1962  1965  1968  1971  1974  1977  1980  1983  1986  1989  1992  1995  1998  2001  2004  2007  2010 Retirement savings measured here include traditional defined benefit pensions, defined contribution pensions such as 401(k)s and 403(b)s, and individual retirement accounts.
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In reality, though, many of these figures rely on a dataset-again, the CPS-that ignores most of the money that retirees receive from IRAs, 401(k)s, and similar retirement plans. In the CPS's methodology, if a retirement plan pays a fixed monthly benefit, as a traditional pension does, then that money counts as income. But if a retiree takes lump sum withdrawals as needed-as is the norm for IRAs and 401(k)s and is very common even for traditional defined benefit plans-then this money does not count as income. 29 As economists Al Gustman, Thomas Steinmeier, and Nahid Tabatabai point out:
The widely read Social Security publication "Income of the Population Over 55, 2008," suggests that 39.2 percent of units (couple or single member households) with at least one member aged 65 to 69 received pension or other retirement benefits beyond their Social Security. In contrast, data from the Health and Retirement Study (HRS) suggest that about three fourths of households from that same cohort had a pension from a current, last or previous job when they were ages 51 to 56. 30 In other words, if the CPS is to be believed, nearly half of the retirement plans held by near-retirees disappear into thin air by the time those households retire. The reality is that, due to mismeasurement in the CPS, many of the statistics we have read over the years-from private think tanks, academics, and government agencies such as the SSA-simply do not fully reflect the contribution that retirement plans of all types make to the incomes of older Americans.
Governent analysts are not ignorant of the problems with the CPS's handing of retirement-plan income; indeed, SSA analysts have repeatedly raised this issue. In recent years the Census Bureau has made efforts to improve the CPS's survey questions regarding pension withdrawals. But the data indicate the CPS is still falling far short. Figure 6 includes three measures of IRA, pension, and annuity income of Americans age 65 and over in 2014. Included are the CPS's measures under both the CPS's tradititional questions and the new-and-improved questions that try to solicit more information on pension withdrawals, as well as IRS data on taxable pensions and annuities income from the IRS's Statistics of Income data series. 31 IRS data are useful because most pension withdrawals are taxable and thus must be reported to the IRS. Moreover, in reporting their retirement-plan incomes, most retirees rely on documents produced by their retirement plan rather than recalling the size of withdrawals from memory. Thus, there is good reason to assume that the IRS figures are more accuate than self-reported data from the CPS.
The old-style CPS questions report that in 2013, Americans 65 and older collected $254 billion in income from IRAs, pensions, and annuities. The revised CPS questions do catch a greater share of retirement-plan withdrawals, reporting $324 billion in IRA, pension, and annuity income. But even those improved figures fall far short of the $563 billion in retirement-plan withdrawals that households reported to the IRS in 2013. In other words, the true incomes that US retirees derive from IRAs, traditional pensions, 401(k)s, and other retirement plans are 73 percent higher than the CPS-reported figures on which many popular studies of retirement income rely.
My own analysis of calculations in Sylvester Schieber and Billie Jean Miller's study finds that fully counting IRA, pension, and annuity income increases total income for a typical retiree by about 15 percent. For perspective, that is a far larger increase in retirement incomes than proposed Social Security expansion plans would accomplish, and that increase comes at no cost other than accurately calculating retirement-plan withdrawals.
It is also worth examing how incomes generated by retirement plans have changed over time. As with rising retirement savings, some counter that income from retirement plans is skewed toward higher-income households, which is true. The rich do save more for retirement than the poor. And as with retirement savings, the distributional data on retirement-plan withdrawals are not perfect. Nevertheless, they tell a compelling story of how retirement incomes are changing.
The IRS releases detailed data on retirement-plan withdrawals going back only through 1990, which means we cannot easily track retirement incomes further back than that. 32 But given that membership in DB pensions peaked in 1975, 1990 is not a terrible date to look at. If there were a golden age of retirement, that would be it.
The IRS data are not nearly as precise as we would like. For one thing, the IRS provides a breakdown of IRA ANDREW G. BIGGS and pension receipts by adjusted gross income (AGI) or by age, but not by both. However, since about 90 percent of taxable IRA and pension receipts are by individuals age 55 and over, we can at least make approximations. In addition, the IRS data also include many individuals with zero AGI but who nevertheless have meaningful IRA and pension receipts.
All that said, the increase in IRA and pension income toward the middle of the income distribution is so large that it is difficult to reject the notion that retirement income from these sources has increased substantially. Using the IRS data on the number of individuals in each AGI group, I calculate percentiles of the taxpaying population. For each AGI group, the IRS provides information on the amount of IRA and pension income, allowing me to calculate the average retirement-plan income for each group. I then use regression analysis to estimate the retirement-plan income paid to individuals at different percentiles of the retiree population.
To provide a baseline of comparison, the Social Security benefit for an average wage earner retiring at the full retirement age rose from $15,794 in 1990 to $19,868 in 2013, with both figures expressed in 2013 dollars. That increase of 26 percent above inflation is designed to keep up with the growth of wages so that the replacement rate offered by Social Security-the ratio of Social Security benefits to preretirement earnings-stays roughly constant over time.
This gives us a benchmark: if median benefits from private retirement plans grew by less than 26 percent, then we can conclude that the typical American grew more dependent on Social Security and that their overall retirement income replacement rates probably declined. I say "probably" because retirees could increase their work in retirement or rely on savings outside of formal retirement plans.
My best estimate is that taxable IRA, pension, and annuity income for taxpayers at the 50th percentile of the AGI distribution rose by 137 percent above inflation from 1990 to 2013, a period in which the real value of Social Security benefits increased by only 26 percent. At the 25th percentile of the AGI distribution, retirement-plan income increased by 134 percent above inflation. At the IRS Official Data 10th percentile of the AGI distribubition, retirement-plan income increased by 108 percent-more than doublingbetween 1990 and 2013. While the presentation and format of publicly available IRS data make it difficult to precisely gauge the retirement-plan income received by different types of retirees, such income clearly has increased substantially over the past several decades.
Because pensions and retirement plans are only one source of income to retirees, considering broader income sources is also worthwhile. The SCF reports income including a wide range of potential sources of household support, including wage earnings, self-employment and business income, taxable and tax-exempt interest, dividends, realized capital gains, food stamps and other government support programs, pension income and withdrawals from retirement accounts, Social Security income, alimony and other support payments, and miscellaneous sources of income.
From 1989 through 2013, annual incomes for households age 65 and over increased by 34 percent above inflation. For households age 45 to 60, incomes increased by only 4 percent, while for households age 25 to 44 incomes, incomes increased by 10 percent. 33 If there is any group in the population for which income stagnation has not been an issue, it is retirees.
Another way to utilize the SCF data is to calculate pseudo-replacement rates for new retirees. The SCF does not follow individuals over time, so calculating replacement rates for actual households is not possible. However, we can look at similar households at different ages to compare household income differences before and after retirement.
I start with households age 65 to 69 in 2013, most of whom will be retired. I compare these households' incomes to those of households age 55 to 59 in 2004, most of whom will be working, as a proxy comparison for the change in individual households' incomes as they transition from work into retirement. To better ensure that I am comparing similar households over time, I examine six income groups based on percentiles of the Households' costs decline in retirement as household size shrinks, work-related costs decline, mortgages are paid off, and other factors occur. Moreover, the income figure measured in the SCF does not assume the spend-down of wealth but instead includes only interest or returns on investments. By most conventional replacement rate standards, these figures would be considered very encouraging.
Why Have Retirement Saving and Income Increased?
In reconsidering retirement saving and incomes, it is important to recognize that the purported golden age of retirement is largely a myth. Traditional defined benefit pension plans were never as widespread as 401(k)s are, and for anyone other than a career-long employee, DB plans often provided only haphazard levels of income protection. Defined contribution plans such as 401(k)s are more widespread than traditional pensions ever were; contributions to 401(k)s are higher; and unlike traditional pensions, nearly every 401(k) participant will receive at least some benefit from his plan in retirement.
Contrary to popular perceptions, there was never a time when most private-sector workers had traditional pensions. In 1950, only about 20 percent had DB plans; in 1960, 30 percent; and in 1975, maximum coveraged was reached at just under 40 percent. By 2000 only 20 percent of private-sector employees had a traditonal pension, and by 2010 only 15 percent. 34 So even at their peak, 6 out of 10 private-sector employees did not have a DB pension. And since this was before 401(k)s were introduced in 1981, most of those workers had no employer-sponsored retirement plan at all.
Even when an employee was fortunate enough to be offered a traditional pension, participating in a traditional pension plan is very different from collecting a meaningful benefit from one. There are two reasons for this. First, back in the golden age of retirement saving, most employers placed onerous vesting requirements on who could qualify for a benefit. Before the passage of the Employee Retirement Income Security Act (ERISA) in 1974, most traditional pensions used cliff vesting set at about 15 years of job tenure. This meant that a person who left employment before 15 years-which was most employees-received nothing.
Second, pensions often required that an employee meet a vesting requirement and a retirement age requirement, so a younger employee who met the vesting requirement but moved to another job before retirement would receive nothing. And even when a plan paid benefits to individuals who vested early in their career but moved to another job, the benefit was based on a midcareer wage and generally was not indexed for inflation, meaning that it would not be very generous upon retirement.
We can see the results of this structure in SSA survey data gathered on new retirees' incomes in 1980-81. In that year, only 27 percent of new retirees reported receiving income from a private pension plan. Even among the highest-earning quarter of the population, only a bare majority of 51 percent received private pension income. Among the poorest quartile of retirees, only 3 percent received a private pension benefit, with only 14 percent receipt among the second-lowest lifetime earnings quartile. 35 The idea that traditional DB pensions paid a meaningful benefit to most working-and middle-class retirees is false, simply because the vast majority of such retirees received no benefit at all.
Since the passage of ERISA in 1974, traditional pensions have improved, and pension income has increased. ERISA dictated that employers reduce vesting periods to five to seven years, which increases the number of employees who qualify for benefits at retirement. ERISA also increased funding standards and established the Pension Benefit Guaranty Corporation to help protect the benefits of retirees whose employers go bankrupt.
However, ERISA almost surely helped spell the demise of traditional pensions. There were external reasons for the decline in DB pension coverage, such as employees' desire for a more portable benefit. 36 But ERISA made pensions more costly for employers precisely because it required them to pay benefits to more employees and to more fully fund the benefits they promised. DB pensions were improved because of ERISA, but they also became a retirement savings vehicle that few employers wished to offer.
Moreover, even under current ERISA standards, a final earnings defined benefit pension will penalize many employees and reduce their retirement income security. In 2014, the median job tenure for private-sector employees of all ages was just 4.1 years, at a time when the typical DB pension vests at five to seven years of service. Even for near-retirees age 55 to 64, median job tenure in 2014 was just 10.4 years. Only 10 percent of all workers age 55 to 64 had more than 25 years of job tenure. 37 Thus, even many employees who were vested would not have the career length necessary to receive a significant benefit. The 21st-century workforce environment is simply not one in which traditional final earnings defined benefit plans are the ideal vehicle for retirement saving.
A 2013 study by Craig Copeland of the Employee Benefit Research Institute found that the vesting ratedefined as the percentage of workers who were entitled to a benefit from their retirement plan-nearly doubled from 24 percent in 1979 to 43 percent in 2012. Copeland states, "This increase is largely due to the increased number of workers participating in defined contribution -----------Lifetime Earnings Quartile--------- retirement plans (such as 401(k) plans), where employee contributions are immediately vested, and faster vesting requirements in private-sector pension plans." 38 But only 401(k)-type plans have proved to be sustainable.
But What About . . . ?
The kinds of figures discussed here may be startling, given what we often read about retirement saving and income security in the United States. With all we hear about inadequate saving and a retirement crisis, how can it be that things are improving? In this section I will examine several common objections, showing that they often do not mean what we take them to mean. For instance, it is common to hear that many nearretirees have almost nothing saved for retirement. To illustrate, let's look at a group of 53-to 57-year-olds, households that are in their prime earning years but still not too far from retirement. According to the SCF, this group had median annual household earnings of $53,631. However, only one-third had a traditional pension at their current job, and they had median retirement account assets of just $12,866. Surely, this group of Americans will suffer greatly in retirement.
In this case, however, we are able to check. These 53-to 57-year-olds were surveyed as part of the 1998 SCF. We can turn to the 2013 SCF to see how that age group-now age 68 to 72-is faring in retirement. 39 The median household in that group had a total income of $43,624, equal to 81 percent of its earnings at age 53 to 57. By itself, that is not bad, given that taxes and the cost of living are lower in retirement. Moreover, the average household size shrinks, from about 2.1 people at age 53 to 57 to just 1.6 persons at age 68 to 72. This means that real median per capita retirement income slightly exceeds per capita earnings when these households were at the peak of their working careers. Even when retirement savings appear low, households receive Social Security and other government transfer programs and often hold wealth-such as home equity or small businessesoutside of accounts explicitly targeted at retirement. These data show that even many households we expect to do poorly in retirement actually fare reasonably well.
But still, opinion polls show that Americans are worried about their retirement income security. According to Gallup, 59 percent of Americans are very or moderately worried about not having enough money in retirement, making retirement planning the biggest financial worry for most households. 40 Let's be frank: some of those Americans should be worried, because not everyone is saving enough to maintain their lifestyle in retirement. But many Americans who are worried about retirement should not be. The Health and Retirement Study (HRS) interviewed near-retirees in their 50s regarding their expectations for how their standard of living will change once they retire. Eight percent thought their standard of living would increase once they stopped working, while 51 percent thought it would stay about the same. But 41 percent predicted their standard of living would drop once they retired.
Again, we can see how these predictions turned out, because they were part of the 1992 HRS. By turning to the 2002 HRS, we can see how recent retirees compared their retirement to the years immediately preceding it. Of that group, 48 percent said their retirement years were better than those before retirement, while 37 percent said they were about the same. Only 15 percent said that things got worse as they transitioned into retirement. Unfortunately, the HRS fielded its question on retirement preparedness only in the 1992 survey, but coupling those answers with 2002 figures on retirement satisfaction indicate that many pre-retirees may be more worried than they should be. This pattern of ongoing satisfaction and financial security in retirement has been documented in many places. Gallup, as noted above, finds that 79 percent of retirees say they have enough money to live comfortably, compared to only 63 percent of working-age Americans. Likewise, 91 percent of retirees in 2012 declared themselves very or moderately satisfied in retirement, virtually identical to the 93 percent figure in 1992. 41 Given that retirement saving is nothing other than giving up money during one's working years to be able to spend more in retirement, these comparative figures-which stretch back at least 15 years-say that we are doing a pretty good job.
Some may claim that, while 401(k)-type plans look nice to new retirees who for the first time find themselves holding a large sum of money, those retirees will not be as happy once their 401(k) accounts run out. Managing longevity risk-that is, the uncertainty over how long you will live-is more difficult with a lump sum of money than with a pension benefit paid as an annuity that lasts as long as you live. However, the lower-and middle-income retirees with whom we are most concerned are already heavily annuitized through Social Security.
Still, is there a pattern of households running out of money as they age? We can track this using the SCF to see the assets of retirees of different ages. I started with households that were age 65 to 67 in 1992. Those households of younger retirees had a median net worth in 1992 of $122,318 in 2013 dollars. That would be the lowest median net worth of that birth cohort for as long as they were tracked by the SCF, through ages 89 to 91 in 2013. By 2013, the net worth of the median household had risen to $202,400. One explanation for the increase in median household wealth over the course of retirement is that poorer households tend to die younger, leaving richer households behind. But studies have found that this is not the major factor. Economists David A. Love of Williams College and Michael G. Palumbo and Paul A. Smith of the Federal Reserve tracked individual households' assets over the course of retirement, thereby eliminating the effects of differential mortality by household wealth. 42 They found that household wealth declines more slowly than remaining life expectancies, which means that the annual incomes retirees can provide for themselves increases rather than fall as they age. While not every household's wealth rises, households were more than twice as likely to experience a large increase in their affordable annual income than a large decline. Even for the typical low-income retiree household, wealth tended to increase over time.
In a 2015 study published in the Journal of Financial Planning, Chris Browning, Tao Guo, Yuanshan Cheng, and Michael S. Finke looked more closely at patterns among retirees of different wealth levels. The authors analyzed income, spending, and wealth for a group of 65-to 70-year-olds who retired in 2000. Using data from the HRS, the authors followed 704 retirees from 2000 through 2010, tracking how much they received in income each year, how much they spent, and how their financial assets changed over that 10-year period. 43 The authors divided retirees into five groups, ordered by their wealth. Across all five wealth quintiles, average financial assets increased from 2000 through 2010. That is, after 10 years of retirement, most retirees had more financial assets than when they started.
Moreover, in the top three wealth quintiles, average annual spending did not even equal average annual income. In other words, most retirees were not even spending what they collected from Social Security, employer pensions, and other common income sources, much less spending down their savings. The authors found that a retiree with typical wealth could increase their annual spending by 8 percent over a 30-year retirement while still holding 40 percent of their financial assets in reserve against a health emergency or an extremely long life span.
Survey data back these findings. In the SCF, slightly over half of households age 65 and over state that they do not even spend the income they receive. About one-third of older households state that their spending is about equal to their income, while less than 15 percent state that their spending exceeds their income. 44 It is natural to respond that, while things may look good right now, things will surely worsen in the future. A near-term worsening is possible, as Americans approaching retirement today were affected by the decline of DB pensions but did not have a full career in which to contribute to a 401(k)-type plan. But longer-term prospects are brighter, as more Americans are participating in retirement plans today than ever before, thanks to employers' willingness to offer 401(k) plans and innovative policies such as automatic enrollment. Americans are saving more for retirement thanks to broader participation. Employers are contributing more to pensions. Yes, Americans face challenges with retirement security. Higher-income Americans are living longer in retirement, and among lower-income retirees will be more recent immigrants with shorter work histories and less access to retirement plans. But none of this should obscure the significant progress that has been made and should continue to be made as policies such as automatic 401(k) enrollment and auto-escalation of employee contributions are further implemented.
If we look to the best projections made by the US government, using the most sophisticated methods and the best data available, we will see that future retirement incomes may look very similar to those today. The SSA employs a computer model known as Modeling Income in the Near Term (MINT), which matches SSA administrative data to Census Bureau survey data to provide a rich view of the earnings and savings of US households. Then, using an exhaustive process that employs both SSA analysts and outside researchers, it projects the population into the future to provide a view of how future retirees may fare. Great detail is paid to Social Security benefits and retirement plans, down to including details of how different types of individuals participate in retirement plans and choose how to invest their assets. The MINT model projects not just Social Security and retirement-plan benefits but also housing equity and a wide variety of government welfare benefits. Of all the simulations of retirement savings, MINT is the most detailed and has had the most effort and resources devoted to checking and rechecking its accuracy.
MINT projects that most Americans' retirement incomes will increase in real terms. That is, the real standard of living of future retirees will be higher than that of retirees today. But perhaps more importantly, Americans' future retirement incomes will remain steady relative to their preretirement earnings, which implies that future retirees will be able to maintain their preretirement standard of living about as well as today's retirees can. The replacement rate is here measured as a household's income at age 67 as a percentage of the average of its highest 35 years of preretirement earnings, adjusted for inflation. 45 Of all the birth cohorts analyzed using MINT, over half of retiree households have a retirement income that is higher than the average earnings they received while working. Three-quarters have retirement incomes above 75 percent of their average preretirement earnings. Only a very small number-between 7 and 8 percent-are projected to have retirement incomes below 50 percent of their preretirement earnings.
Are these amounts sufficient to produce a secure retirement? Simply looking at the numbers, it is hard to say. But we know that the vast majority of current retirees-in the 80 to 90 percent range-are satisfied and financially comfortable in retirement because that is what they tell us, in poll after poll. If future retirees will have the same incomes relative to their preretirement earnings as current retirees do, it is hard to conclude that future retirees will not be similarly happy. And almost impossible to conclude that future retirees face a financial crisis.
Policy Conclusions
Retirement security is a massively important issue, on both a policy and a household level. It is fraught with fear and uncertainty, for no one can ever know the future. It is a policy issue that encompasses personal philosophies, political loyalties, and financial interests, which sometimes makes it difficult to see opposing views. Making matters worse, many of the data we rely on to measure retirement security-who has a retirement plan, how much are they saving, and how much do they collect when they retire-are imperfect. As a result, policymakers are often considering important policy questions without high-quality, current information.
In this article I have laid out facts and figures that often are not seen, but which in many cases provide superior information regarding the current state of retirement saving and incomes. And those data provide a more reassuring picture: more Americans are saving for retirement than we thought; retirement saving is going up, not declining; retirement incomes have been understated, giving an unduly negative view of retirees' financial status; and retirees are not spending down their savings as quickly as one might fear. But retirees themselves seem to know better than anyone: while working-age Americans are frightened and many analysts warn of a retirement crisis, retirees seem overwhelmingly positive regarding their financial status and overall quality of life.
None of this should lead to complacency. Social Security's long-term funding shortfalls have more than doubled to more than $10 trillion over the past eight years, while Congress and President Obama have made little effort to address them. A significant number of working-age Americans who wish to save through their employer are unable to do so because, despite an increase in retirement-plan coverage, not every employer offers such a plan. Small employers in particular often do not offer a 401(k) or other savings plan.
These are not easy problems to solve, but they also are not reasons to conclude that our current means of preparing for retirement cannot work. As we have seen, in most ways they are working and, at least on the private saving side, improving. Social Security requires reforms that will create a true social insurance safety net to protect low earners against poverty in retirement, while reducing disincentives to work longer and save for retirement. 46 Recent efforts to increase and improve private retirement savings should continue. Automatic 401(k) enrollment has increased the number of Americans saving for retirement, index funds have reduced fees to below the levels charged by traditional pension plans, and target-date funds have simplified investment choices for savers. Increased use of automatic escalation of contributions will raise retirement savings further. However, some experts fear that the movement toward auto-enrollment has stalled. Making auto-enrollment at decent contribution rates mandatory as a best practice among employers sponsoring retirement plans could increase participation and saving further.
But automatic enrollment cannot fix the problem of smaller employers who do not currently offer a retirement plan. Expanding access to retirement-saving plans, especially among small employers, should involve lowering fixed financial and regulatory costs, perhaps through increased use of multiple-employer defined contribution plans, which allow small businesses to band together to access economies of scale. State-run retirement plans may have a place, but these IRA-based programs have definite shortcomings versus 401(k)-type plans, which have higher individual contribution limits and allow for employer matching contributions. The states also have a very mixed record in running their own employee pension programs. A broader federal solution to provide enhanced saving opportunities to individuals who lack a retirement plan at work may make more sense than a patchwork of state-run plans.
Targeted Social Security benefit increases may also have a place in supplementing benefits for groups that are not well-served by the current program's benefit formula. For instance, short-career employees may pay into Social Security for up to 10 years but nevertheless not qualify for a benefit, while roughly one-third of workers who do qualify receive a benefit that is below the poverty line. But broad-based Social Security expansions would be extremely costly while delivering little that the current US retirement system does not. If middle-and high-income households desire higher retirement incomes, most are in a position to save for them. But the vast majority of such households state that their current retirement incomes are satisfactory. There is no reason to require all Americans to pay for and receive benefit enhancements that are truly needed by only a few. If there is any lesson to come from all the facts and figures presented here, it is "Don't panic." Americans do not face a retirement crisis, and the US retirement system is innovating and evolving to address the challenges we do face. That process should be encouraged and allowed to continue.
